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I. INTRODUCTION

Just as national regulation was broadened in the 19
th and 20 th centuries to protect workers and consumers (e.g., anti-trust legislation, health standards, corporate governance, bank supervision) from the excesses of free markets, there is now a general recognition that globalization needs a regulatory framework in the 21 st century that is less fragmented than what exists today, and international financial institutions-in particular, the International Monetary Fund (IMF)-can be expected to have major roles in this area. In fact, the IMF has already taken steps in this direction (e.g., evaluating countries' compliance with international data standards, moving in the direction of setting a new surveillance remit, and launching a multilateral consultation on addressing global imbalances). However, for the IMF to play an important role in global governance, it is essential to enhance its credibility as an international cooperative institution: there is widespread recognition that the quotas (IMF capital shares), voting rights, and voice imbalances have become progressively worse.
1 The effectiveness of the IMF has been questioned both inside and outside the institution not only because members' quotas have become increasingly out of line with countries' economic weight (measured by GDP) in the global economy, but also because there is a growing recognition that some important aspects of members' economic weight and other variables that should have a bearing on voting rights are not captured in the current quota formulas.
These concerns are reflected in the International Monetary and Financial Committee communiqué of April 22, 2006 , which stated that the IMF's effectiveness and credibility as a cooperative institution must be safeguarded and its governance further enhanced, and emphasized the importance of fair voice and representation for all members. The IMF has adopted a two-stage process for quota and voice reform, with initial ad hoc increases for the clearly most underrepresented members in the first stage, and more fundamental reforms in the second stage.
2 While the specific reform proposals for the second stage are just beginning to be discussed, there is already considerable concern among developing countries that the discussion is being confined to an unduly narrow area, and important issues are not being raised. These concerns are only magnified by the concerted efforts being made in many quarters to validate the traditional approach of basing voting power in the IMF largely on countries' respective weight in the world economy, with the justification being provided in terms of the mandate of the institution. However, representatives from developing countries have rightly pointed out that the IMF mandate is not as narrow as some would have us believe, and history bears this out. Furthermore, even in the discussions on the need to find ways to enhance the representation of developing countries, the discussion seems to be almost entirely directed to the admittedly important, but still only one area of voice reform, namely, the need to arrest the declining role of basic votes since the IMF was established, which has weakened the voice of smaller developing countries. However, the voice reform should mean much more than just ensuring that small countries, whose share in the world economy is small but for whom the IMF provides important policy advice and financing, have adequate opportunities to participate in the governance of the institution. In particular, the IMF also provides policy advice and financing to countries with large populations-and, of course, it has important regulatory and supervisory functions that affect them-and there will remain a "democracy deficit" if these countries are not adequately represented in the governance structure.
These concerns are also not lessened by the fact that the Achilles Heel of the two-stage approach adopted by the IMF is that the formula issue is to be addressed in the second stage, which puts the cart before the horse because it was decided to correct the quotas of some members in the first stage by using the same formulas that are widely regarded as faulty and inadequate. The ad hoc increase in quotas in the first round was supposed to play an important role in improving the distribution of quotas to reflect changes in the weight and role of countries in the world economy. The quota formulas were used to find clearly underrepresented countries, which turned out to be only four (China, Korea, Mexico and Turkey) for ad hoc quota increases. However, it does not require rocket science to know that a wrong metric will give a wrong result. In fact, instead of providing useful information for deciding on the ad hoc increase in the first round, what the calculations confirmed, based on the faulty formulas, was that the use of inappropriate variables (e.g., using market exchange rates rather than purchasing power parity to derive GDP, collinearity amongst the variables, the problem of multiple quota formulas, and the nonlinearities in the quota formula) tended to skew results in the most troublesome ways. 3 The proponents of the ad hoc increases had argued that the first round of increases would cover only those countries that meet a robust standard of underrepresentedness, but ignored the fact that a robust standard derived from a flawed formula is an oxymoron. It is hard to understand, given the widespread dissatisfaction with the quota formulas, why these formulas were used for deciding on the ad hoc increase in quotas. The preferred approach would have been to look at the problem in an integrated framework, focusing, in particular, on the quota 3 It is disconcerting to note that three of the four countries that received the ad hoc increase in the first round of the quota and voice reform (Korea, Mexico, Turkey) had their quotas calculated using the new formulas, which give a lower weight to GDP than the Bretton Woods formula (see Appendix Table) . In other words, the clearly most underrepresented members were supposedly the ones whose economic weight (i.e., GDP) was not adequately reflected in the share of voting power in the IMF, but ironically, for these three countries, it is the openness and external variability metrics that were relatively more important in the determination of the calculated quotas than if the Bretton Woods formula had been used. As discussed in Section II, the Bretton Woods formula has a coefficient of 0.01 in front of the GDP variable, whereas in the new formulas it is lower, ranging from 0.0045-0.0065. formulas and basic votes. By resolving or at least making substantial progress on the revamping of the quota formulas in the first step, the IMF would have sent an important signal that its governance reform is not focused on the quota problems of just a handful of countries, but is meant to address the voice imbalances that exist across the membership. After resolving the issue of the quota formula, which is the only way to come up with the correct metric for discussing which countries' quotas are most out of line as well as the broader question of the overall distribution of quotas across regions and across analytical country classifications, the IMF would have put itself in a position to grant significant ad hoc increases to a few members, as well as selective increases that would be distributed across a wide group of countries. This paper does not focus on the flaws in the two-stage approach to quota reform, but instead takes a forward looking approach and attempts to set out the principal issues that need to be resolved in formulating a proposal for quotas and voice reform that could command broad support. Following John Rawls, we argue that "justice is the first virtue of social institutions," and we think that his theory of justice provides an appropriate method for understanding what should be the case, in the context of voice and voting shares, before international institutions, such as the IMF, are to be justifiable to their members. Our analysis is based on the Rawlsian notion of "justice as fairness" and, at the risk of oversimplification, our conclusion is that justice in the IMF governance structure requires a distribution of voting power that participants accept as the end-result of a fair process. The implementation of this process suggests that a major revision of the quota formulas is long overdue, and leaving this unaddressed raises serious concerns regarding the IMF's governance. Furthermore, there is no legitimate way to view these issues in isolation, and a holistic approach is required, which would entail increasing basic votes sharply-to at least restore its importance at the inception of the IMF-and revamping the quota formulas, with the latter allowing for selective quota increases for a broad group of developing countries. However, we hasten to add that this work should be regarded as advancing possible options for further discussion, and not as constituting a specific proposal. In particular, the ranges given to demand and supply variables, or for treating the democracy and Westphalian deficits, in the quota table in this paper, are for heuristic purposes only and are not meant to be specific recommendations.
The IMF has a complex governance structure in which the constituency system attempts to reconcile the legitimacy of an almost universal membership with efficient decision-making and collegiality of a not-too-large Executive Board (24 Executive Directors). In the constituency system, the five member countries with the largest quotas appoint an Executive Director, while the remaining members elect the remaining Executive Directors. Questions have been raised about the constituency system, particularly the point that the Executive Director cannot split his/her vote even though there are instances in which the countries within the constituency are divided on the issue being considered by the Board; this is especially relevant in those cases in which there are mixed constituencies, industrial and developing countries. Another governance issue has been the debate on converting the International Monetary and Finance Committee (IMFC) into a decision-making council. After long debates, this was turned down in 1999, attributed mainly to the concern that the industrial country members of the council may not show the necessary patience and willingness to work toward consensus decision-making, which is necessary to protect the interests of minority groups. Yet another set of questions relates to the simple majority that applies to many decisions and the special majorities of 70 and 85 percent for certain key decisions. The special majorities help to protect sizeable minorities, but the 85 percent majority gives veto power to one country.
The issues raised in the preceding paragraph are just a few of the many outstanding issues in the IMF governance debate, but this paper does not attempt to cover every conceivable area. First, it does not discuss the merits or otherwise of voting majorities, or the efficacy and representation of the constituency system. Nor does it express a view on converting the IMFC into a council. The paper focuses on the quotas and voice debate, which is arguably the overriding issue in the larger governance debate. Second, and at least equally important, the paper does not discuss the question of increasing the independence and accountability of the Executive Board. The Board of Governors is the highest decision-making body of the IMF but the daily business is conducted by a resident Executive Board, which exercises under delegation most of the powers. The main functions of the Executive Board include: approving all policies of the IMF; discussing consultation reports with individual countries, the world economic outlook and the global financial system to carry out its mandate on bilateral and multilateral surveillance; and approving loans provided for adjustment programs and reviewing the implementation of the conditions attached to those programs to decide on whether to disburse the loan tranches. The question of political oversight by national capitals of the business of the IMF has garnered attention from time to time, and in particular, some rules and practices related to the appointment, election, and term duration of Executive Directors have been challenged by some observers from the point of view of strengthening the autonomy and accountability of the Executive Board. These issues are not discussed in the paper not because they are simple and unimportant, but rather because these problems have been extensively analyzed elsewhere and because they are quite distinct from the questions raised in this paper on quotas and voice reform. 4 Third, it should perhaps be made explicit that the paper is not concerned with other areas, such as the desirability of further enhancing the capacity of Executive Directors' offices representing large numbers of African members and of including more transparent selection procedures for the position of Managing Director. These issues are not discussed not because they are unimportant, but because they are simple. There is no question that the challenges faced by the two African chairs, each of which represents more than 20 countries, are serious. However, this is not an area that requires further deliberations, and it should be implemented expeditiously. The point is that the resources involved for strengthening capacity of African Executive Directors' offices are not substantial in terms of the overall budget of the IMF, and by having these problems linger on, they only serve to confuse the discussion about quotas, basic votes, legitimacy, which are issues of a different kind than some small budgetary matters; in short, a larger budget for an Executive Director's office is no substitute for underrepresentation. On the desirability of including more transparent selection procedures for the position of Managing Director of the IMF, this too should have been done some time ago because there really is no debate about it, at least ever since the discussion on the joint draft report of the IMF's Working Group to Review the Process of Selection of the Managing Director and the World Bank Working Group to Review the Process of Selection of the President. In this regard, specific procedures for ensuring this transparency should be developed soon, and there is no need to wait for the two-year program of actions on governance reform. As with strengthening capacity of African Executive Directors' offices, this issue should not be allowed to remain unaddressed because it needlessly complicates the more important issues of quotas and voice reform.
II. QUOTAS, VOICE, AND RAWLS
Many policymakers, not to mention researchers, have commented that trying to understand IMF quota formulas is a formidable undertaking, yet the mathematics involved is nothing worse than the simplest algebra. One reason is that, even in the very first reading when one is busy trying to understand the formulas, it is difficult not to get bogged down into disagreeing with just about everything contained in the formulas and to start arguing why a particular variable is used, why it has more weight than some other variables, or why there are five distinct formulas, and so on. That problem could be overcome, to some extent, by practicing in advance of the need, that is, the first step in understanding these formulas should be to just peruse them without any comments, and then only afterwards go about disagreeing with the formulas. Even with this practice, one may find IMF quota discussions rather confusing unless one is careful in defining the objectives. The procedure followed in this section is: first, we discuss what the IMF quota formulas are meant to achieve; second, we simply state the formulas; and, third, we take issue with several aspects of the formulas, including the choice of variables, multiple formulas, and nonlinearities in the formulas.
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A. Quota Formulas
Quota subscriptions generate most of the IMF's financial resources, and total quotas at endSeptember 2006 were SDR 213 billion. Quotas perform several functions, including delineating basic aspects of members' financial and organizational relationship with the IMF:
Subscriptions. A member's quota subscription determines the maximum amount of financial resources the member is obliged to provide to the IMF. A member must pay its subscription in full upon joining the IMF: up to 25 percent must be paid in SDRs or widely accepted currencies (such as the U.S. dollar, the euro, the yen, or the pound sterling), while the rest is paid in the member's own currency.
Voting power. The quota largely determines a member's voting power in IMF decisions. Each IMF member has 250 basic votes plus one additional vote for each SDR 100,000 of quota.
Access to financing. The amount of financing a member can obtain from the IMF (its access limit) is based on its quota. Under Stand-By and Extended Arrangements, for instance, a member can borrow up to 100 percent of its quota annually and 300 percent cumulatively. However, access may be higher in exceptional circumstances.
SDR allocations.
A members' share of general SDR allocations is established in proportion to its quota.
Since quotas serve multiple purposes, the quota formula necessarily has to balance sometimes competing considerations about what variables to include in the formulas and the weights to attach to each variable. The formulas are overburdened by the multiple roles of quotas, and there is no particular need to have a rigid relation between financial contribution, access to Fund resources, voting power, and share of SDR general allocations. In fact, there are good reasons why the share of SDR allocations should not be linked to quotas.
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Regarding access, it is already the case that waivers are permitted to allow access outside the quota-based limits specified under the Articles (see Article V, Section 3 (b) (iii) and 4, under which use of Fund credit is limited to 100 percent of quota, unless waived). In our view, a cogent case can be made for fully delinking quotas from all decisions on access, but we realize that such an approach would raise a number of issues that would take us far away from our main purpose. Also, it would require an amendment to the Articles, and since this approach has received little support, we do not pursue it in this paper.
A formula used in 1944 when the IMF was established has become known as the Bretton Woods formula.
7 This formula contained five variables: national income, official reserves, imports, export variability, and the ratio of exports to national income. This single formula was replaced by a multi-formula approach in the early 1960s, when the original formula was supplemented with four more formulas containing the same basic variables but with larger weights for external trade and external variability. However, this was not the end of the problem because two different data sets were used; there were in effect ten formulas. The quota formulas were simplified in 1981-82, including the following changes: (i) eliminating five of ten formulas by focusing on only one data set; (ii) replacing nominal income with GDP, which was viewed as a more comprehensive and readily available measure of national output; (iii) broadening the measure of reserves to include holdings of SDRs, ECUs, and IMF reserve positions and calculation of the holdings as a 12-month average rather than an end-of-period total; and (iv) reducing the coefficient of variability in the four derivative formulas by 20 percent to moderate the impact of the very sharp increases in the prices of certain commodities, especially the increases in oil prices in 1973/74 and 1979. These new formulas were supposed to help the developing countries because of their vulnerabilities to terms-of-trade shocks and reliance on a narrow range of exports. However, it is interesting to note that there are several industrial countries-and one G-7 country-that have calculated quotas determined by the new formulas. Also, the 60 year old Bretton Woods formula is used for more than one-third of the members, including many developing countries (see Appendix Table) . There have been no changes in the formulas since 1983, and the current five formulas are: where Y = GDP at current market prices for a recent year; R = twelve-month average of gold, foreign exchange reserves, SDR holdings and reserve positions in the IMF, for a recent year; P = annual average of current payments (goods, services, income, and private transfers) for a recent five-year period; C = annual average of current receipts (goods, services, income, and private transfers) for a recent five-year period; and VC = variability of current receipts, defined as one standard deviation from the centered five-year moving average, for a recent 13-year period. For each of the four non-Bretton Woods formulas, quota calculations are multiplied by an adjustment factor so that the sum of the calculations across members equals that derived from the Bretton Woods formula. The calculated quota of a member is the higher of the Bretton Woods calculation and the average of the lowest two of the remaining four calculations (after adjustment).
Just reading the last sentence could be sufficient reason to say that something is wrong here, if only because it takes a couple of readings to understand what is said in the sentence. One is left wondering why is the calculated quota the higher of the Bretton Woods formula and the lowest of the average of the remaining four formulas, given that this is after adjustment. Indeed, one could even ask the more basic question of why is there a need for five formulas when they have basically the same set of variables. It seems that the devil is both on the surface, but also, as usual, in the details. Since there are several formulas, a major problem is the absence of uniformity of treatment. For instance, the weight of the GDP variable differs across the formulas, and since different formulas are used for different countries, it is not the case that this purported measure of economic size gets the same treatment for all countries. This measure of economic size is in itself wrong because it uses market exchange rates to convert GDP to a common currency rather than PPP-based GDP. Nevertheless, there are problems with other variables as well, and these issues are discussed in Section III, starting with the GDP variable, but first we discuss how the Bretton Woods formula, which has been around for over sixty years, compares with some well-known ideas about social justice.
B. Original Bretton Woods Formula Versus Original Position
According to the IMF staff, the original Bretton Woods formula was "a single equation intended to provide a comprehensive measure of the relative size of a country's economy that took into account important differences in the economic structures of countries." 8 Be that as it may, its origin is dubious, to say the least. According to Raymond Mikesell, the economist in the US Treasury Department who worked out this formula, it was designed to attain a political objective, which he described in his memoirs:
In mid-April 1943, shortly after the White plan was made public, White called me to his office and asked that I prepare a formula for the ISF (original acronym for what became IMF) quotas that would be based on the members' gold and dollar holdings, national incomes, and foreign trade. He gave no instructions on the weights to be used, but I was to give the United States a quota of approximately US$2.9 billion; the United Kingdom (including its colonies), about half the U.S. quota; the Soviet Union, an amount just under that of the United Kingdom; and China, somewhat less. He also wanted the total of the quotas to be about US$10 billion. White's major concern was that our military allies (President Roosevelt's Big Four) should have the largest quotas, with a ranking on which the president and the secretary of state had agreed. I was surprised that White did not mention France, which was usually regarded as being third in economic importance among the Allied powers. He said he did not care where France ranked, and its ranking did not need to be an objective in the exercise. As was typical, White wanted something on his desk in a couple of days-it took me four, including a weekend. A modern computer would have saved several days of work on my state-of-the-art calculator and might have produced a more credible result. 9 Mikesell also noted that, for several countries, data for some variables were missing and he had to rely on crude estimates: "I confess to having exercised a certain amount of freedom in making these estimates in order to achieve predetermined quotas. I went through dozens of trials, using different weights and combinations of trade data before reaching a formula that satisfied most of White's objectives." Deriving a quota formula to achieve a political objective, but one with little or no economic sense, was perhaps the biggest problem. However, it was not the end of the story because Mikesell goes on to write about how he made the formula nonlinear in variables: "I then found that I could get even closer if I increased the quotas by the ratio of average exports (from 1935 to 1938) Mikesell (1994), p. 22. percent of gold and dollar holdings, 10 percent of average imports, 10 percent of the maximum variation in exports, and these three percentages increased by the percentage ratio of average exports to national income." Unfortunately, by introducing the nonlinearity in the formula, White made it impossible to reach a clear economic interpretation of the formula.
10
In particular, one cannot go from some considered judgments or agreements on what weights to give to the national income variable in the supply for quotas, and, accordingly, derive the calculated quotas for the countries because there is a multiplicative factor that increases the role of exports relative to national income in the determination of calculated quotas. In this instance, nonlinearity was introduced into the equation when there was no need for it, except to get as close as possible a fit to some precooked numbers. This is in sharp to the usual procedure in which equations are linearized by Taylor series approximation to derive meaningful results, i.e., when the real world is nonlinear, we make it linear via approximations to make it more tractable.
The quota formula was not distributed, and White asked me not to reveal it. Even though White wanted to suppress the formula, however, copies were circulating at the conference…After the list was distributed to the Quota Committee, more than half the delegates present strongly objected to the quotas for their countries, and several demanded to know how the quotas had been calculated. Vinson (Chairman of the Quota Committee), who had not been well briefed on the history of quotas, asked me to explain the basis for the list. I had anticipated this request and gave a rambling twenty-minute seminar on the factors taken into account in calculating the quotas, but I did not reveal the formula. I tried to make the process appear as scientific as possible, but the delegates were intelligent enough to know that the process was more political than scientific.
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The artificial complexity in the quota formulas or the lack of transparency reminds us of what one of the founders of the institution and Head of the British Delegation to the Bretton Woods conference, John Maynard Keynes, noted: "The Monetary Fund, in particular, has the great advantage that to the average Congressman it is extremely boring."
12 Or what an 10 Given the weaknesses of the quota formulas, they have been used only as a rough guide for determining actual quotas, either for adjusting quota shares or for setting up quotas for new members. There has not been any significant rebalancing of quota shares, although there have been major changes in the world economy, including sharp differences in growth rates of GDPs and exports among individual countries as well as different analytical groupings of countries. The distribution of selective quota increases, which have generally been based on calculated quotas, have not managed to eliminate the large discrepancies between actual and calculated quota shares. Most quota reviews provided for mainly equiproportional increases in quotas, and the selective increase component was not even used in some reviews. Also, quota formulas have had a limited role in determining the actual quotas of members when they join the IMF. Although the quota formulas are used as an independent measure of a prospective members' relative economic size, the quota resulting from the formulas-the calculated quota-is often very different from the actual quota assigned to the member.
11 Mikesell (1994) we remain open to a critical dialogue about the justifiability of our deepest political conceptions, whatever they may be…Public justification is not a means only but also an end in itself: being a self-critical reason giver is the best way…The reflective, self-critical capacities we associate with public justification must, therefore, be regarded as permanent and ever-developing characteristics of liberal citizens at their best.
14 For the purposes of this paper, we would suggest replacing "liberal citizens" with "international institutions" in the last sentence.
The reader is also asked to contrast the above discussion about the original Bretton Woods formula with what John Rawls, arguably the greatest political philosopher of the 20 th century, had called the "original position" in his theory of justice. 15 He had emphasized that, in light of their reasonable economic, philosophical, and moral disagreements, members in a cooperative institution or citizens in a society will willingly and freely support a regime only if the political conception on which it is founded can be the object of "an overlapping consensus." At the risk of oversimplification, Rawls's theory of justice has two parts. In the first part, the original position is constructed to permit a theoretically rigorous way of moving from disagreement or uncertainty about the requirements of justice to an answer that is a reflective equilibrium. The original position is formed in light of beliefs about justice that are held in the community, or on which there is agreement, and the procedure is to see if the parties in the original position would decide on definite principles of justice. The second part is devoted to establishing the principles that would be agreed upon in the original position.
The idea of the original position may be viewed as a hypothetical situation in which agents acting as trustees for the interests of concrete individuals or countries are pictured as choosing those principles of social relations under which their principals would do best. Their choices are subject to certain constraints that are required to embody the specifically 13 Moggridge (1980), p. 267.
14 Macedo (1990) , pp. 287-88. 15 Rawls (1987 Rawls ( , 1988 Rawls ( , 1989 Rawls ( , 1996 Rawls ( , 1999 . moral elements of original position argumentation. In particular, the trustees do not know facts about their principals which are morally irrelevant to the choice of principles of justice. This restriction in their reasoning is embodied in Rawls's so-called veil of ignorance, which screens out information, among other things, about principals' age, sex, wealth, and education when discussing individuals; population, national output, level of development, etc., in the present case of considering countries in the IMF. Once this information is unavailable to their agents or trustees, the plurality of interested parties disappears. Accordingly, the problem of choice is rendered determinate because each individual's trustee has the same information and motivation as every other individual's trustee. Therefore, the original position is a situation of choice, not of "negotiation" between a plurality of distinct individuals. Original position argumentation is a primary example of what has come to be called contemporary contractualism in political philosophy, which involves a pureproceduralist approach to the determination of moral principles, and is framed by reflective equilibration with widely agreed principles of justice.
Rawls argued that ordinary individuals would never be able to get a sense of the just structure of social institutions if they only behold the world from their limited perspectives. The key to social understanding does not lie in an immersion in the details of particular cases or institutions, but the precise opposite: for example, getting sufficient distance from the particulars of one's own country. To make this system work, an individual has to shed any attachment to the particular interests of his country, and, in order to guarantee their reasonableness, Rawls puts his hypothetical subjects behind a "veil of ignorance" to capture that sense of remote impartiality. The veil of ignorance removes from their sight the morally irrelevant factors that distinguish them from other trustees, which allows their choice to be fair principles for social cooperation. Specifically, Rawls posits that a just social contract is that upon which the trustees would agree if they did not know in advance what sort of position their countries would occupy in the institution they are joining. In the original position, the trustee would not know the economic size, financial situation, or other morally irrelevant facts about the country and, from behind the veil of ignorance, the trustees would be able to discern the form of a truly just international institution. Put differently, the process used in the design of institutions is of crucial importance for justice, and the original Bretton Woods formula is as far away from the Rawlsian original position as the two poles of a magnet, but there is a difference in that, unlike the opposite magnetic poles, these two "originals" are not attracted to each other. Rawls's theory is an end-result approach insofar as choice of principles is reached behind a veil of ignorance-the choice must be based on calculations about what people are likely to end up with under the various possible sets of principles-but Nozick (1973) has provided an alternative or historical theory of justice. Nozick's entitlement theory does not require that the just distribution should be correlated with, for example, moral merit, need, or usefulness to society. In this approach, people may be entitled to things obtained by chance or as a gift. In general, any distribution, irrespective of any pattern it may or may not have, is just if it has the appropriate history, or, in other words, it has come about in accordance with the rules of acquisition, transfer, and rectification. We have worked with Rawls's theory but it should be clear that IMF quota formulas do not meet Nozick's test either. 16 These formulas determine, among other things, the distribution of voting power in the IMF. However, they were simply the numbers decided by Secretary White, and were not based on any rules of acquisition, transfer, or rectification. Treasury staff economist Mikesell was asked to come up with a formula that would justify the precooked numbers, which means that Bretton Woods formula does not have what Nozick would call "appropriate history" and there is no basis for discussing any rules of acquisition or other requirements of the entitlement theory.
III. RAWLS'S METHOD
Rawls's idea of reflective equilibrium expressed his political understanding of justification but in a more complicated way than is usually thought. To justify the claim that some particular conception of justice is the appropriate one, Rawls argued that this could be done by finding that conception which is best fit to play the role of adjudicating competing claims on scarce social resources or distribution of power. Furthermore, to judge fitness for this purpose, he emphasized that no conception of justice can play such a role unless there is widespread "up-take" of its basic principles and deliverances. Hence, we see, for each candidate conception, whether its implications can be brought into reflective equilibrium with the considered judgments of justice in a particular community. If that cannot be done, then up-take will not be secured and the conception cannot facilitate mutual benefit. This is what distinguishes principled reasoning about justice in a "pragmatic mode" from the modus vivendi argument that Rawls repudiated in no uncertain terms. 17 Before discussing the applications of the reflective equilibrium and overlapping consensus to the voice and quota debate in the IMF, it is illustrative to first discuss the current state of play, and next, contrast it with the Rawlsian approach.
A. Quota Formula Review Group (QFRG)
Given the concern that the quota formulas did not reflect changes in the world economy, such as the growing role of emerging markets and the increased importance of international capital flows, the IMF convened the Quota Formula Review Group (QFRG) in 1999 to provide an independent review of quota formulas. 18 The eight-member panel, chaired by Professor Richard Cooper (Harvard University), was asked to review the quota formulas with respect to "their adequacy to help determine members quotas ... in a manner that reasonably reflects' members relative positions in the world economy as well as their relative need for and contributions to the IMF's financial resources, taking into account change in the functioning of the world economy and the international financial system in light of increasing globalization of markets." The QFRG recommended a single formula with two variables: GDP as a measure of the ability to contribute resources to the IMF and variability of current receipts and net long-term capital flows, as a measure of external vulnerability, with the GDP variable having the larger weight.
We will not comment on the obvious problem that the specific formula recommended by the panel pointed toward a greater concentration of quotas among the largest industrial countries, a result which is unacceptable because it is in the opposite direction from what are the universally acknowledged objectives of the quota reform, namely, giving more voice to: (i) the emerging countries because of their relatively faster growth rates and increasingly larger weight in the world economy, and (ii) the low-income and small countries to address the Westphalian and democracy deficits. Instead, we confine our comments to the specific variables suggested by the QFRG. They recommend the use of GDP, converted to a common base at market exchange rates, and a broader definition of variability to indicate potential vulnerability. The problem with the first variable is that the alternative PPP-based measure of GDP is superior for the task at hand (see below). The problem with the second variable is that QFRG variability measure did not reflect vulnerability to short-term capital shocks, nor did it take into account the fact that capital account disruptions in developing countries are not just different in degrees, but in kind, from those in advanced economies and, accordingly, should be measured using different metrics (see below).
Several difficult issues remain to be resolved, including agreeing on the precise weights of each variable, but there are major concerns among many Directors, particularly those representing the developing countries, that the voice and quota debate is being narrowed down and some important issues are not being addressed. For example, recent staff papers have noted that "[i]n June 2002, Executive Directors reached understandings on broad principles for arriving at an alternative quota formula…there was general endorsement of a simpler and more transparent approach in specifying the variables in quota formulas…that variables included in the quota formulas should be indicators of members' economic position in the world…also agreed to limit consideration to three or four variables used in existing quota formulas, but updated and modernized. These variables include GDP, a measure of openness, variability, and possibly international reserves…Board reaffirmed these broad conclusions in the July 2003 discussion on quota-related topics."
There has been a disappointing rush toward eliminating certain variables from further discussion and/or to downplay their possible inclusion in the quota formulas. Statements such as the following are not helpful for advancing the very contentious debate on quota reform: the possibility of using purchasing power parity rather than market exchange rates to derive GDP was discussed in October 2001 when a "majority of the Board considered that market exchange rates should be used to convert GDP to a common currency." It is disconcerting that, in this instance, little consideration was given to the fact that many Directors had very strong views on the need for PPP-based measures of GDP. In a similar vein, staff note that at the discussion in September 2005, most Directors reconfirmed that a revised formula should be based on an updating of the (continued…)
The following discussion takes as a starting point the QFRG's suggested criteria for assessing proposals for changes in the formulas, notably a focus on variables that reflect changes in the world economy, consistency with the multiple functions of quotas, and simplicity and transparency, but goes further in analyzing additional variables that could be included in a revised formula. We propose a new way of looking at the quota formulas, which overcomes the main shortcomings of the present approach, and one which we think will go a long way in addressing the democracy deficit and the legitimacy problems facing the IMF.
B. Variables in the Quota Formulas
Economic size: The advanced countries have favored using the three-year average (in lieu of the recent year) of GDP at market exchange rates as the most important variable to be included in any new formula because they view it as the best indicator of countries' economic size and of their potential to either provide to or use of IMF resources. 20 However, most economists would agree that using purchasing power parity rather than market exchange rates to derive GDP would be the more appropriate procedure. The variable is meant to capture economic size, but this cannot be done using market exchange rates because there are wide variations in common currency prices for the same commodity bundle across countries, with distortions being particularly severe in the case of developing countries. The argument that market exchange rates should be used to convert GDP to a common currency, so as to obtain the best measure of the total amount of resources generated by a country, has an irony embedded in it. If one is measuring economic size, there is no argument but that the PPP measure is clearly the right metric because the same bundle of goods gets the same measure. 21 The counter argument would be that all bundles of goods cannot be sold in the international market, i.e., economies contain two sorts of activity: tradable, i.e., manufacturing and services that can be supplied at a distance; and non-tradable, i.e., haircut, childcare, etc.. The irony and major weakness of this counter argument is that nobody is possibly imagining an IMF so large that countries would have to attempt to sell their nontraded activities on the international market to come up with the financing of their quota shares; the present IMF quota of any country is a tiny share of its foreign transactions.
traditional economic and financial variables and should comprise at most four variables. 19 This sentence has the same problem of not giving weight to the diversity of views expressed on alternative variables that may be included in a new quota formula but makes an even bigger mistake by pushing the discussion toward an inexorable and mistaken conclusion of sticking close to the flawed formulas. Moreover, it does not recognize that the holistic approach, in which basic votes are increased, could have other implications for the quota formulas that are yet to be discussed. See International Monetary Fund, 2005b.
Openness: Some countries have been strong proponents for the inclusion of an openness variable. This is specified as the absolute sum of current receipts and current payments, averaged over a five-year period, to reflect countries' integration in the world economy. There is also support for broadening the openness measure by including a variable for financial openness, although there are data difficulties that first would need to be resolved. Setting aside the problem of the correlation of openness with other variables in the formula, it is clear that this variable also suffers from a second, closely-related problem, which is the treatment of trade within currency unions. In particular, given the emphasis being placed on the so-called "modernizing" of the traditional variables in the quota formulas, one would think that attention would focus on adjusting the treatment of trade within currency unions, not least in light of the fact that the European Single Market was completed in 1992, and moreover, euro was adopted as currency by a number of these countries in 1999. There is not that much difference, say, in the trade between Belgium and Luxembourg, and between two provinces inside a country. For the purposes of quota calculations, the IMF staff have used techniques in the past to exclude certain receipts and payments in order to avoid exaggerating the size of the external sector, such as in the case of excluding certain interest payments and entrepot trade. However, the question of trade within the currency unions is of far greater significance for relative quota shares than the exclusions currently being practiced, but unfortunately, this debate has proceeded rather slowly. Above and beyond this consideration, the problem is that the openness variable is supposed to capture the demand for IMF resources. However, as discussed below, there are far better proxies for the demand variable in that they have far higher correlations with the actual use of IMF resources than the openness variables currently being used.
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Variability: The inclusion of a measure of variability of current receipts and net capital flows appears to be warranted, in order to capture countries' vulnerability to balance of payments shocks in the quota formula (and the attendant potential demand for IMF resources). There is general support that variability be specified as deviations from a threeyear average, which would serve to smooth trends while adequately capturing the fluctuations in capital flows. As noted below, there is a strong case for supplementing the variability variable with others that capture the demand for IMF resources.
Reserves: It can be argued that reserves are a useful indicator of members' financial strength, and should be retained as a variable in the quota formula; this is also consistent with recent emphasis on adequacy of international reserves. The counter argument would be that, for many members with access to capital markets and floating exchange rates, reserves are of declining importance and should be excluded. However, high reserves can be a useful indicator for both demand and supply of IMF resources, and it ought to be retained (see below).
C. Reflective Equilibrium
Rawls noted that to facilitate the achievement of certain goals, we should understand the circumstances that make it necessary to develop and propagate the principles of justice. Suppose that scarcity of supply relative to demand for IMF quotas is characteristic of our situation, which seems reasonable because there is no price mechanism to equate supply and demand. Moreover, there is no example of any country voluntarily offering to lower its quota share. This is part of what makes the propagation of distributional principles and practices necessary: given scarcity and certain other factors, countries will not individually, or collectively, self-equilibrate to ensure demand-supply equilibrium. However, it is exactly this fact that should be captured in the procedure applied for the development of these principles, which the trustees have to take into account if they are to achieve justice. If they just assume away the problem of distribution by presupposing, for instance, that countries will spontaneously adjust their demands and supplies to achieve an equilibrium-because there is a price variable that is adjusting-then they would have completely ignored the fact that the quotas are not traded and that there is no price variable attached to them. One can imagine the public reaction if the global leaders of a particular industry colluded to suppress the workings of the free market and arbitrarily fixed the price of their goods, or the capital subscription in their firms were not allowed to be traded. There would be an outrage that there was conspiracy and restraint of trade, and the corporate heads would be asked to implement reforms to improve governance. If the IMF is only a financial institution, why then are its capital shares not traded, or its lending terms arbitrarily fixed, and the market mechanism does not play a role. 23 Given the important differences between the IMF and other financial institutions, it seems odd not to recognize the unique nature and responsibilities of the IMF, and even odder that some recognize the need for quotas and voice reform, but then insist that the variables in the quota formulas should be confined to just a couple of economic variables, which severely biases the representation of developing countries.
In what has become known as the Rawls test, policymakers should always ask themselves the question: "Would the best-off accept particular social or economic arrangements if they believed, at any moment, their fortunes were reversed and they were to be placed in the position of the worst off?" The present IMF structure does not fit Rawls's conception in many respects. Apply his method to the openness variable in the quota formula and ask whether we would, behind a veil of ignorance, opt for this variable, which ostensibly is meant to capture the demand for IMF resources. This would only be fair if it could be shown that the openness variable is the best metric for gauging which countries borrow from the IMF. However, some of the countries that score the highest in terms of this variable and, therefore, benefit the most in terms of quota shares, have had no need for IMF resources for the last 25 years; in fact, some of these countries have never borrowed from the IMF. As discussed below, a straightforward approach to capturing the demand for IMF resources in the quota formulas would be a variable that takes into account the history of borrowings by a member country and/or external vulnerability (e.g., credit ratings on sovereign borrowing or spreads on sovereign debt).
Since the present quota formulas have severe weaknesses and are not well-designed to capture the likelihood of borrowing from the IMF, the interests of debtors were not taken sufficiently into account. However, it would be wrong to stretch the "original position" argument so far that it forces one into the untenable position of defending, for example, the proposition that IMF quota formulas should be the equilibrating mechanism that balances out all other inequalities, injustices and effects of luck so as to make members indifferent between being an advanced economy and being a developing economy. To say that the trustees are behind a "veil of ignorance" is to say that they do not know the following sorts of things: their countries' economic size, level of economic development, population, possible need for IMF resources, etc.. However, they are aware of the general types of possible situations in which countries can find themselves and the purposes of the IMF, such as multilateral and bilateral surveillance, provision of conditional liquidity (IMF-supported adjustment programs) and provision of unconditional liquidity (SDRs). The original position argument has to used with some care, namely, to imagine a situation in which a group of individuals are brought together to agree upon the basic constitution of a society or social institution that they are about to enter, but in which, to ensure their impartiality, they are placed behind a veil of ignorance. In the present context, self-interested rational persons behind the veil of ignorance are given the task of choosing the principles that shall determine the governance structure of the IMF. In deciding what the quotas formula should be for determining, among other things, the distribution of the voting rights in the IMF, we should try to imagine what formula the representatives of the countries would choose if they didn't know what type of country they were going to represent. The veil denies them any knowledge that is morally irrelevant. With the expulsion of bias-inducing knowledge, the participants in the original position are forced, even if self-centered, into the moral point of view, which allows Rawls to claim that he has set up an inherently fair procedure, and the principles to be chosen by means of this procedure would be fair.
In sharp contrast to what the Rawlsian approach would require for justice as fairness, it is clear that creditors would mind if they swapped positions with debtors. Since this is not the case, the present quota shares do not pass the fairness test. 24 One implication of this failure to 24 It is hard to imagine the advanced countries ever being asked to implement such programs. It is very important to note that Rawls's model of "purity of heart" has two parts: first, the description of people or trustees in the hypothetical situation of choosing principles for cooperation. They are imagined as rational, selfinterested individuals who aim at doing for themselves as well as possible, and who have needs that can be met more effectively by cooperation than noncooperation. They do not know the size of the territory, population, financial situation, or the level of their economic development, or other such information of the people whose fundamental interests they represent. However, they do know that reasonably favorable conditions are attained by having an institution like the IMF, i.e., international monetary cooperation is worthwhile. Second, the method enables each trustee to secure his ends, subject to certain circumstances, conditions, and constraints, but what is of considerable importance is that their justification does not reflect some antecedent understanding of what justice is, metaphysically, or conceptually. This is one of the strengths of Rawls's approach, namely, that it is meant, specifically, to correct for any mistaken understandings that might nevertheless be widely diffused.
The basis for correction is a pragmatic one insofar as it addresses the question of how well does this understanding facilitate the achievement of certain goals.
pass the Rawls's test is that the IMF programs have been overloaded with conditionalityrecall the programs during the Asian financial crisis in which programs had more than a hundred performance criteria or benchmarks and the subsequent deliberations that led to the streamlining of conditionality. The following quotation from Hubert Neiss, who was Director of the Asian Department during the Asian financial crisis, gives an idea about the design of the adjustment programs and the involvement of the Executive Board.
In the end, programs had to be approved by the Fund's Executive Directors, who represent member governments and whose votes are weighted by the economic importance of the countries they represent…Governments' views were obtained through regular informal contacts with the Executive Board during the program negotiations (in the case of Indonesia, including two video conferences), as well as in discussions with the Paris Club members. It was amply clear that the international community required comprehensive action…I do not think the Board would have accepted programs which failed to dismantle the monopolies in Indonesia which were a main source of corruption; or in the case of Korea, failed to liberalize foreign ownership and take-over rules in order to attract capital into the financial sector and introduce effective competition, or to make changes in the labor laws to allow corporate restructuring. Similarly, programs failing to revise bankruptcy and foreclosure laws in Thailand and Indonesia, in order to allow effective debt restructuring, would have been considered inadequate. And in all cases, programs would not have been passed without including extensive privatization, an area that is not mentioned in the Fund's Articles.
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An extensive comment on whether conditionality was excessive-or on the question of mission creep that seems to be implied in the last sentence of the quotation-would take us too far from the main focus of this paper. Accordingly, we confine our comments, first, to the point that the industrial countries have over 60 percent of the votes in the Executive Board, and this majority does matter in getting a sense of the views of the Directors and the governments they represent, and, second, refer the reader to the article by Alan Blinder, former Vice Chairman of the US Federal Reserve Board, in which he called for major reforms:
As I stated at the outset, the new financial architecture needs to give greater weight to developing and strengthening the social safety nets that shield innocent bystanders from the fallout of financial crises. This idea is not alien to the IMF's way of thinking. But neither is it central. The IMF pays inadequate attention to the protection of innocents-compared, say, to the protection of creditors who have made ill-conceived loans…A reformed IMF, working in conjunction with the World Bank and regional development banks, should ensure that foreign creditors are not bailed out while local populations drown.
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The Blinder quote is not about quotas but about the criteria that should be used in designing adjustment programs and then judging whether they are succeeding or failing. Whereas his paper aims to persuade people in the "high quota" countries to reform the IMF, it is relevant for the quota debate insofar as it makes clear that the design of adjustment programs needs to be improved. We discuss in the next subsection that any progress made in improving the distribution of quotas would also mean progress in addressing the problem of program ownership and the design the adjustment programs because those who approve the programs (i.e., the Executive Directors) would include a significant proportion of people whose economies are directly affected by those programs.
What are the implications of the original position argument for the conditionality debate and IMF governance? An answer would be that a self-interested rational person behind the veil of ignorance would not support a governance structure that gives almost no weight to the Westphalian principle of "one nation, one vote" and an exact zero weight to the democratic principle of "one person, one vote." In particular, such a person would not wish to represent either a small country that gets almost no voting power-basic votes reflect the Westphalian principle but give a mere 1/100 th of 1 percent of the voting power to each country-or a country with millions of people, when the democracy principle is not even acknowledged. Another answer would be that a rational person would not want to support a governance structure in an institution to which members cede some important aspects of national sovereignty in the interest of global monetary cooperation, and whereas the institution impacts in important ways-not only when there is an IMF-supported adjustment program, but also because of IMF's surveillance, regulatory and policy advice activities-the livelihoods of hundreds of millions of people, the governance structure does not give any weight to the population variable in the quota formula. Looking forward, this point bears emphasis because the IMF's lending role is becoming less important relative to surveillance, technical assistance, and other activities, which would suggest larger weights for the Westphalian and democracy principles and smaller weights for the traditional creditor/debtor variables.
It has been argued by some observers that even though population is not included in the quota formulas, there is some correlation between population and some other included variables, such as GDP and external receipts. There are at least three ways in which this argument fails. The first deals with the simple fact that since data are available on population, and if that is the variable we are trying to capture, then there is no need for a proxy variable. Second, the correlation coefficient between population and some other variables would be higher than between it and GDP or exports. In particular, the correlation of population with a PPP-based measure of GDP would be higher than with GDP calculated with market exchange rates. Third, this argument is wrong because, as we have seen, GDP was meant to capture a country's economic size and ability to contribute to IMF resources, while international receipts were meant to capture the possible borrowings from IMF. These variables cannot account for our sense of ourselves as "self-interpreting" and "self-reflective" beings, or in other words, that the self (in the abstract, general sense) is prior to its ends. Put simply, the worth of human being qua human being cannot be measured by some aggregate economic concept.
Despite the need to incorporate additional variables in the quota formula, the IMF Board is moving toward accepting the recommendation of the QFRG to have a simpler approach in specifying the variables in a new quota formula that would replace the existing ones and that the variables included in this formula should be indicators of members' relative position in the world economy. Unfortunately, population is not one of the variables that has received much attention. Also, little progress has been made in these discussions towards agreement on a new metric to measure members' relative economic positions and capital flows. Somewhat more progress has been made in terms of limiting consideration to three or four variables used in the existing quota formulas, but updated and modernized. These variables include GDP and measures of openness, variability, and possibly official international reserves, although no consensus has emerged on the weights to be used in aggregating the variables in a new quota formula. A major difficulty is a high correlation among the variables in the current quota formulas and the need for further work to reduce this correlation, including the inclusion of additional variables. The correlation among variables means that the coefficients attached to each variable cannot be taken to represent the variable's relative importance in a new quota formula.
27 There is also significant support for the view that GDP is the most important indicator of economic size and should have a higher weight than in the current formulas, but, unfortunately, the major shareholders oppose the PPP-based measure of GDP.
The openness variable, which supposedly captures the demand for IMF resources, has generated as much controversy as that relating to the PPP versus market exchange rate in the conversion of the GDP variable to a common currency. Whereas there is considerable support for the view that a capital flow volatility variable be included in the quota formula, the measures proposed by the staff have major shortcomings. However, the idea to capture countries' vulnerabilities to capital account shocks in the quota formula is clearly correct, not least given the number of financial crises that many IMF members have faced since the late-27 It should be emphasized that this is not an argument about some problems in econometric estimation, or more specifically that multicollinearity would reduce the precision of the estimated coefficients, because there is no econometrics involved in determining IMF quotas. Instead, our argument is against the point that has been raised by some observers that the quota formulas are an attempt to capture the weights that different properties of economies have and that are relevant for the voting power, access levels, SDR allocations, etc., and if these properties are correlated across countries, so be it-that's our choice and there is no multicollinearity problem. This argument is wrong because it is not a multicollinearity problem in the econometric sense that is being discussed, but the simple point that if two variables are very highly correlated, adding the second variable into the equation does not bring with it much additional information; even though these variables may seemingly represent different characteristics, but the high correlation means that the dominant underlying factor would be the same for these variables. Put it differently, when there are many variables that are highly correlated, just a few principal components would capture most of the information 1980s and during the 1990s. The idea received support in the G-24 Ministers' communiqué of October 2004, which stated that enhancing the representation of developing countries requires a new quota formula and specifically mentioned the need to take into account their vulnerabilities to the volatility of capital movements. The current quota formula estimates a country's vulnerability only to current account shocks, by including variables such as trade openness and export volatility. In recent years, however, many of the balance-of-payments crises have been of the capital account variety, which are related to developments in financial markets and often precipitated by exogenous factors, such as contagion and "sudden stops". Although recent IMF Board discussions on quota formulas have emphasized the need for a measure of capital flows volatility, the problem with variables that have been analyzed by the staff is that they do not capture the countries' macroeconomic vulnerability to capital account shocks. 28 The capital flow variables examined by the staff are either just gross capital flows or volatility measures that have not been normalized to reflect major differences across countries. Thus, the variables under consideration are not a good measure of the amount of resources potentially required to stabilize a given country. It should be apparent that if two countries experience the same capital account shock in absolute terms, the smaller economy will face a greater burden. The first step should be to measure net capital flows as a proportion of the size of the economy-by measuring volatility of capital flows as a proportion of GDP-which is the alternative evaluated in the paper by dos Rios (2005).
Furthermore, measuring volatility of capital flows as a proportion of GDP is only the first step because of the important differences between the capital flows of industrial versus developing countries that should also be addressed. Some recent open-economy theoretical models, including a few third-generation currency crisis models have incorporated these differences. For example, a key insight from the dual liquidity models developed by Caballero and Krishnamurthy, which bears directly on the question of the capital flow variable in the quota formula is that for many emerging markets with international liquidity shortages, there is a sharp distinction between international and domestic collateral unlike the case in industrial countries. The Caballero-Krishnamurthy model, henceforth C-K model, which emphasizes the financial constraints affecting borrowing and lending among agents within the economy-as distinct from those constraints affecting borrowing from foreign lenders-also points to the need for substantial international liquidity in emerging markets.
29
In the C-K model, international liquidity constraint is defined as a situation in which domestic agents have sufficient collateral to borrow from other domestic agents, but cannot borrow from foreigners because the country's shortage of international collateral.
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28 See, for example, dos Reis (2005) . 29 Caballero and Krishnamurthy (2001) . 30 The Caballero-Krishnamurthy model focuses on two distinct situations, which have sharply divergent implications for the conduct of monetary policy. In the horizontal view, the distressed firms are constrained in meeting their financing needs because they have limited collateral, that is, their total liquidity is insufficient to meet the higher financing needs due to the production shock. This situation is termed horizontal, because the international financial constraint is not binding for intact firms, and the interest rate they charge against domestic collateral is equal to the international interest rate. In contrast, the vertical view is the situation where the international supply of funds is vertical, because there is a shortage of country-wide international liquidity.
(continued…)
Another major difference between the capital flows of industrial versus emerging market countries is that in the latter case, external debt is overwhelmingly denominated in foreign currency, which has its own problems apart from those relating to the dollarization of liabilities in the banking system. One explanation for why emerging market countries have not been able to borrow abroad in their own currency is that they have pursued financial policies that have resulted in high inflation rates and depreciating exchange rates. Another explanation is that they have not built the social institutions required for policy credibility, which makes investors reluctant to invest in domestic currency assets. Furthermore, if these countries were to issue debt in their own currencies, there is the risk that even those that had hitherto pursued sound financial policies might be tempted to pursue more inflationary policies as a way of eroding the real value of their external debt. However, even emerging market countries with low inflation, balanced budgets, and good governance have not acquired immunity against this problem. It is not clear what these countries have done to bring this problem upon themselves and because foreign currency debt is the source of many other problems, it is referred to as "original sin" in the literature. 31 These considerations suggest that the capital flow variable for developing countries cannot be put in the same basket as that for the industrial countries because that would be mixing apples and oranges together. One promising approach would be to attempt to assess the demand for IMF resources by emerging market countries by examining the ratings assigned to these countries by major rating agencies. Yaqub, Mohammed, and Zaidi (henceforth YMZ) proposed in the context of SDR allocations that one should start with the group of countries that received concessional financing from the Poverty Reduction and Growth Facility (PRGF), and to broaden this group by including other emerging-market countries that have not received investment grades by credit rating agencies, such as Moody's and Standard and Poor's Investor Services. It seems quite straightforward to use a modified YMZ approach in the quota formulas, and it would be a more appropriate measure for the demand for IMF resources than gross capital flows that have garnered most of the attention in the quota formula debate.
Without getting involved in a debate about the credit-rating agencies, it may be mentioned that the scheme just mentioned relies heavily on the credit rating agencies for the determination of quotas, which could be a source of concern for some observers. There has been some controversy about the reliability of the ratings and the lack of transparency, particularly in light of the rating agencies' failure to warn investors about the impending bankruptcy of some major companies in the past couple of years. In light of the foregoing discussion, it would be useful to modify somewhat the YMZ approach and replace their second criterion based on ratios of reserves to imports with a broader set of indicators. The
In the vertical framework, international reserves are an important component of liquidity, because here the supply of international liquidity is inelastic, with foreign investors unwilling to provide additional funds and domestic agents resorting to hoarding of whatever little they have of international liquidity. new method would have the advantage of bringing more continuity in the variables by using a wider information base. In addition, it would be more of a hybrid approach because, instead of relying on ratings assigned by the major agencies or reserve-import ratios, one would start with three or four variables, which could include reserves to short-term debt, financing gaps, and monetary base (or money supply) ratios. Including reserves to short-term debt would follow the suggestions of Guidotti and Greenspan regarding self-protection policies and because empirical crisis-prediction models have shown that this ratio is an important factor in determining a country's vulnerability to financial crisis. 32 The reason for including the ratio of monetary base (or money supply) to reserves is that, as discussed in the Chang-Velasco and Dooley models, the size of a country's monetary base (or money supply) in relation to its reserve holdings is an important indicator of the country's potential exposure to the withdrawal of assets and, hence, a country's vulnerability to crisis. 33 One could also use sovereign bond spreads to measure the likely need for IMF-supported adjustment programs. Needless to say, several of these variables would have high correlation, and one could either eliminate those variables with the highest correlations, or the demand variable in the formula could be a weighted average of several of these variables, but, as emphasized in the Rawlsian approach, the total weight of the demand variable in the formula would be agreed upon at the outset.
The foregoing discussion shows that simple variables do not always perform the task assigned to them because there are cases in which the situation could seemingly be classified in a known type through a particular variable, but one would not be comfortable with the implementation of the simple "ready-made variable." We know that judgment according to that variable involves a certain amount of misfit between the general rule and the particular situation at hand. Even if we were to assume, for the sake of argument, that there is no misfit and we attempt to act according to a simple rule and a simple variable, we should be open to the point that we are still not dealing with the situation in which we stand, but that we are dealing with a certain type of situation under which we class it. For example, if a particular variable in a quota formula may appear at first glance to be similar to the general concept we are trying to measure, it is nonetheless true that, although the general concept provides us with a handle with which to grasp the particular situation, we still have to recognize that the generality of the rule interferes with the specific aspects of the situation we are trying to grasp. In other words, for all of the reasons mentioned above for the special and unusual aspects of the capital account variable, it is clear that the difference between the capital flows of developing countries and those of the industrial countries are not just a difference in degree but a difference in kind, between the generality of the capital account variable and the specific situation at hand. Therefore, insight and careful deliberation are required in the decision-making process of quota formulas, and we can not say that 100 percent of decisions about variables in these formulas could be easily determined by a strict application of the rule that the same variable applies to both advanced and developing countries. It is for these reasons that the quota formula should treat some variables differently for industrial and 32 See Radelet and Sachs (1998) and Berg et. al. (1999) . 33 See Calvo (1996) . developing countries, and, while simplicity of the formula is important, it needs to be balanced with the need to capture the main objective of the exercise. These considerations suggest that the quota formulas should have moral and economic underpinnings, not just political underpinnings; two secondary conclusions are that the formulas are worse than useless unless they are designed properly and, with apologies to Albert Einstein, quota formulas should be made as simple as possible but not simpler.
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In the Rawlsian approach-specifically in achieving an overlapping consensusus-the aim is not to have a regulative device, and in particular, it is not at though the principles of justice are adjusted to the claims of the dominant political and social interests. It is important to distinguish between the two stages in justice as fairness, and to be clear that the idea of an overlapping consensus is used only in the second stage. In the first stage, justice as fairness is seen as a free-standing political conception that articulates the values applicable to the special domain of the political, as marked out by the basic structure of the society or the institution under consideration. In the second stage, an account of the stability of justice as fairness is formulated, which provides the basis-in view of the content of its principles and ideals as formulated in the first stage-to generate its own support. In other words, the idea of an overlapping consensus is introduced only in the second stage to explain that despite the plurality of conflicting comprehensive philosophical, economic and moral doctrines, free institutions may gain the allegiance needed to endure over time.
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From Rawls's method, it could be argued that rational individuals will adopt two principles for IMF governance, which would be ordered lexicographically. The first principle would state that each country is to have an equal right to a meaningful percentage of total quotas (Westphalian principle) and that population would be a determinant of a certain percentage of the voting power (democracy principle) compatible with the purposes of the IMF. The second principle would have the remaining amount of the quota apportioned among members based on two different sets of variables: (i) those that would reflect a country's economic size and ability to contribute to IMF resources; and (ii) those that would reflect a country's need to borrow IMF resources, which would include external vulnerability and other variables that would capture possible borrowings from the IMF.
These considerations suggest that the IMF should build what Rawls calls an "infrastructure of justice" that ensures every country some reasonable level of voting power and the opportunity to influence decisions, thereby giving it a proper chance to achieve full membership of this global institution. Moreover, the creditor countries should recognize that, whereas they have certain voting powers that come from the weights in the quota formula for the supply of capital variables, such as GDP, the interests of the debtor countries should be taken into account with variables that are the best predictors of future IMF borrowings. When debtor country interests are taken into account and, moreover, the broad mandate of the IMF acknowledged, the argument that safeguarding the use of IMF resources trumps all other 34 Albert Einstein, "Everything should be made as simple as possible but not simpler." 35 See Rawls (1989). considerations would be seen to be vacuous. In contrast, original position argumentation requires that the position of the debtors should be the best possible after taking into account the creditors' interests, so that, were the positions to be swapped, the creditors would accept their new position as fair.
D. Basic Votes
At the Bretton Woods conference that founded the IMF and World Bank, a compromise was reached between the Westphalian principle of the legal equality of states, which called for one country, one vote, and the economic argument for basing votes solely on capital contributions or capacity to lend to the IMF. The compromise was to allocate 250 "basic votes" to each member country, which meant that every country had a voice because after all each was affected by the institution's regulatory work, even if it did not approach it for conditional loans. The economic argument for the supply of resources to the IMF and the need to safeguard creditor country's interests was reflected in the agreement that countries would have one vote for every US$100,000 of IMF quota subscribed and, in turn, the quotas took account of the capacity to lend to the IMF.
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The balance achieved in this compromise has been lost over time because whereas basic votes have remained unchanged, there has been a 37-fold increase in IMF quotas, which has resulted in a sharp reduction of basic votes as a proportion of the total voting power, and therefore severely reduced the participation of small countries in decision-making. Thus, the basic votes have declined from 11.3 percent to 2.1 percent, and for the original members of the IMF to 0.5 percent. The 0.5 percent is the appropriate measure for the relative decline of the Westphalian principle because the 2.1 percent includes new members, whereas the metric is for one nation, one vote. 37 The issue of restoration of the basic vote to the original 11.3 percent, or the maximum of 15.8 percent (reached in 1958) is of the utmost importance if the institution is to gain legitimacy, but it is not clear when this issue will be settled in the proposed approach. One reason for this uncertainty is that the current proposals for increasing basic votes span a wide range, with some asking for going as far as the historic high but others suggesting a mere doubling of the basic votes. Another important reason for 36 The basis for calculating voting power-and the role of basic votes-is set out in Article XII, Section 5(a) of the Fund's Articles of Agreement. It provides that "[E]ach member shall have two hundred and fifty votes plus one additional vote for each part of its quota equivalent to one hundred thousand special drawing rights." The two hundred and fifty votes specified in this provision are generally referred to as "basic votes". 37 Some observers have argued that the relevant point of comparison is 11.3 percent to 2.1 percent rather than to 0.5 percent because even under a pure "one country one vote" principle, the voting share of each country would be diluted with the entry of new members, and that the 0.5 percent for the original members is merely reflecting the fact that, in all elections, the larger the electorate, the smaller the relative weight of each individual's voice. This argument is valid for individual members in an electorate but it does not carry over to the comparison done here, which is not for individual members but between different characteristics (economic size and potential demand and supply for IMF credit, creditor versus debtor interests, Westphalian principle, democracy principle, etc.). Our point is not about what happens to individual members as the group size increases but what would be the appropriate weights for these variables in the quota formulas. uncertainty is that the restoration of basic votes requires an amendment of the Articles of Agreement, which hinges on the question of the strength of commitment of major shareholders to the timing and implementation of the second stage reforms, but even if commitments were to be made in a time-bound program, the track record is not exactly solid. The membership recalls disappointingly the strong commitment of major shareholders to the Fourth Amendment, which is yet to be ratified a decade after it was approved by the Board of Governors.
There are alternatives to amending the Articles of Agreement, such as adding a constant to the quota formula that gives the equivalent in terms of voting strength from an increase in basic votes, but this would be unfortunate because it would be a backdoor way of addressing the real grievance of the smallest members of the IMF about their voice and representation. As the Rawlsian approach makes abundantly clear, ways to ensure that low income countries (LICs) have adequate opportunity to participate in governance of the institution should be one the top priorities of efforts aimed at enhancing the IMF's legitimacy. The LICs' share in the world economy is small, but the IMF has a far larger role in these economies in terms of policy advice, financing, conditions attached to IMF-supported adjustment programs and the like. The LICs are not effectively represented in the IMF-although the institution is spending a disproportionately larger amount of resources in work on these countries relative to their quota, mainly because of the adjustment programs and the need for more intensive technical assistance. This raises the question of why not have commensurate quotas and voice because addressing the quota problems of LICs would also help in addressing the problem of ownership; if those who design the adjustment programs for the IMF (i.e., staff members) and those who approve the program (i.e., the Executive Directors) included a significant proportion of people whose economies are directly affected by those programs, then this would be a direct way to give meaning to the concept of ownership.
38 Thus, if there is going to be a new Washington Consensus of best-practice economic policies (e.g., the analytical backdrop for IMF-supported adjustment programs, provision of technical assistance, role of the IMF in LICs), or if the IMF is going to have a bigger role in international surveillance-as envisaged in its medium-term strategy-the countries that are most affected by the these reforms, should also be given the opportunity to provide important inputs in these areas. Such steps to enhance the legitimacy of the IMF would make its conditional financing, international monetary coordination and other roles more credible, thereby potentially shortening financial crises and raising global welfare.
Irrespective of whether the basic votes issue is resolved through the amendment of the Articles of Agreement or through the insertion of a constant in the quota formula, a mechanism for safeguarding the share of basic votes in total voting power should be inserted to safeguard the voting power of small countries and avoid erosion over time as has happened over a prolonged period in IMF's history. The option of a mechanism that keeps the ratio of basic votes to total voting power constant as quotas increase (thereby avoiding the need for further amendment of the Articles or a Resolution of the Board of Governors each time an increase is sought) has fortunately garnered welcome support in almost all quarters, including the Resolution of the Board of Governors on the recent ad hoc quota increase. A commitment has been made in the first stage of the IMF reforms to at least double the basic votes and to establish a mechanism that keeps the ratio of basic votes to total voting power constant as quotas increase. The second part of the commitment is welcome, though long overdue, but the first part of the commitment is rather tepid because even a doubling of the basic votes would take the share to 4 percent, which is significantly lower than the 11.3 percent at the inception of the IMF, and it does not seem like the sort of number that would come out of a Rawlsian original position and overlapping consensus.
IV. THE WAY FORWARD
The issue of voice and representation and its importance for the good governance of the IMF cannot be overemphasized. Unless this issue is addressed in its totality, the risks to the IMF will only increase, including those relating to the perceived weaknesses of the IMF's role in multilateral surveillance and in influencing the policies of advanced countries. There is a need for multilateral consultations to strengthen the surveillance of the world economy, thereby addressing the growing global economic imbalances, which, in turn, would enable its members to address vulnerabilities that affect individual countries and the global financial system. Even more worrisome is the disquieting trend, which could affect the core mission of the IMF and runs the risk of marginalizing the institution, is the huge and rising foreign currency stockpiles in Asia and other developing countries that come at high financial and opportunity costs. These emerging-market countries are self-insuring against future shocks and vulnerabilities through the buildup of reserves, far in excess of the levels required by the fundamentals of their economies. 39 It is difficult not to draw the implication from this behavior that, in the views of these countries, there are shortcomings in the IMF's role in crisis prevention and resolution. As discussed earlier, the IMF was heavily criticized in Asia for attaching excessive loan conditions on Indonesia and others in the region during the 1997/1998 Asian financial crisis. Some commentators have noted that one reason for the subsequent buildup of reserves in Asia has been to avoid a repeat of such experiences with the IMF. If this trend is not urgently and appropriately addressed through the adaptation of IMF's facilities to the insurance-type need of the membership, and moreover, through voice and quotas reform, it could develop into a core mission risk and jeopardize the relevance of the institution. 40 39 If international reserves are held for a rainy day, then some of the emerging market countries must be saving for Noah's Arc, as noted by the former IMF Chief Economist Kenneth Rogoff. 40 As discussed above, the quotas for many fast-growing market countries are way out of line from their economic weights, and these countries, unhappy about their lack of representation in the IMF Board, have in a way already started leaving the fold of the institution insofar as they have been accumulating vast reserves to markedly lower the probability of any return to the IMF-supported adjustment programs. Furthermore, if these countries conclude that they will not be getting adequate representation and sufficient influence in the IMF, they are likely to continue on the path of larger reserves and even bolstering the regional arrangements such as the (continued…)
A. Adjusting Voting Power and Quotas
The democracy and Westphalian principles should be seen in tandem, with one reinforcing the other. The point can be expressed most clearly in terms of its converse, namely, what are the implications of giving no weight to the democracy principle in the governance structure, but a very large weight to the Westphalian principle? Supposing the share of basic votes were increased not to the 11.3 percent observed at the inception of the IMF, but to a significantly larger number. That would create a tension because the movement along this path would make the governance structure more and more indifferent between, say, Maldives and Palau, on the one hand, and China and India, on the other hand, which would not meet Rawls's test. In this regard, as the concerns relating to the Westphalian principle are addressed-for example, the commitment made in the first stage of the current IMF reform package-it becomes all the more important to address the democracy deficit and incorporate the population variable either in the quota formula, or alternatively, institute two classes of basic votes, one based on the Westphalian principle and the other based on the democracy deficit or population principle. Such an approach, undoubtedly, would not only pass Rawls's test, but one can say with confidence that it would be seen by the majority of countries as a major step in the right direction in improving the governance structure of the IMF. The following table on basic votes and variables for the quota formula is set up according to the idea of two types of basic votes, but it should be reiterated that the listed variables and voting shares are for heuristic purposes and not a specific proposal. Indeed, our view is that the basic votes should be much larger than 4 percent, but we decided to start the range at that low level because that is the minimum commitment in the recent Resolution of the Board of Governors.
The main message to deduce from the table, or from this paper, is that instead of deciding arbitrarily (and by just one man, former US Treasury Secretary White) what the voting shares of each country should be in the IMF, and then come up with a formula that delivers those numbers, the trustees are to visualize themselves in the Rawlsian original position. Whereas they are all self-interested rational persons motivated to select whatever seems advantageous for their countries, but, because they stand behind the veil of ignorance, they will decide in an informed and enlightened way. There are many different concepts of the IMF that the trustees in the original position could design, but the important point is that since they do not know what their country is in the real world, they should be prepared to end up representing anyone.
Therefore, each trustee would want to pick the one IMF that offers the least bad alternative, meaning, they will pick the IMF with the least fortunate country in the least unfortunate situation. In particular, a self-interested rational person would not want to belong to an institution in which the least fortunate, who in fact is most affected by the workings of the Chiang Mai Initiative in east Asia, which is an ambitious effort to create a regional financing facility, including a network of currency swap lines launched by the ASEAN+3 group in 2000. institution, ends up with the least voting power. For this reason, before a decision is made about what variables to insert in the quota formula, there should be a broad agreement about what the voting shares ought to be for the Westphalian and democracy principles, as well as the demand and supply variables. An agreement on the shares for the demand and supply variables will be an important step in ensuring that the interests of debtors and creditors are adequately taken into account in the overlapping consensus.
Among the supply variables, we have put PPP-based GDP for the reasons given in the earlier section of this paper. We are aware, however, of the suggestion that a weighted average of the PPP-and market-exchange rate-GDP could be used in the spirit of a compromise. In our view, the first best option would be to agree on what is the right metric for the supply of resources behind the veil of ignorance, and, as pointed out earlier, it is hard to perceive why PPP-based GDP would not be chosen, but we stand ready to be corrected. The other supply variable is international reserves, although this variable could also have been put among the demand variables because it serves both purposes. This has been done just for ease of presentation, but one should not belabor this point because it is clear that the GDP variable would take up the bulk of the weight in the supply variable. Alternatively, one could include international reserves in the demand and supply variables just to emphasize that it is a determinant of both variables, but in any event, the weight of the sum of these two variables would simply be equal to the weight given to the reserves variable when shown only in the demand side.
Among the demand variables, those in the current quota formulas (openness and export variability) are included, but needless to say, they could be dropped altogether or could be given low weight because the other (new) demand variables are superior predictors of the use of IMF resources. The new demand variables included in the table are: those that capture past use of IMF resources; subinvestment grade credit rating; sovereign bond spreads; reserves/short term debt; reserves/financing gap; reserves/monetary base. Although these new variables are good predictors of the demand for IMF resources, there is correlation amongst them. As noted earlier, one approach would be to work with a subset of these variables with the lowest correlation. An alternative approach would be to use most or all of these variables, but assign low weights to the individual ones. Yet another approach would be to use a hybrid variable, which uses information from each to construct a new variable; this approach would also take care of the problem of the missing data in some countries.
Some observers have noted that a couple of the variables that have been included in the demand side suffer from the problem of moral hazard, namely, there is a problem of hidden action which leads to increased likelihood of undesirable outcomes: countries will be rewarded with higher quotas if they pursue policies that increase their economic vulnerabilities, which cause lower credit ratings, higher sovereign bond spreads, etc.. The answer to this charge is that whereas it should be recognized that moral hazard exists and it can be an important consideration in some policy measures, it should not be oversold. In those situations such as when banks (or governments) are shielded from the consequences of their actions and take imprudent risks because of expectations of bail outs, policymakers must devise ways of dealing with this problem. However, it is hard to understand how this might be a problem in the present context, namely, that governments will implement risky policies because even when things go wrong, they benefit from a higher IMF quota. As argued in this paper, IMF quotas are important, but it is certainly not the case that they are like so totally important as to cause negative incentive effects in the implementation of financial policies. In any event, the moral hazard argument would also apply to the traditional variables such as international reserves because countries that self-insure (e.g., have higher international reserve holdings) will have a lower need for IMF-supported adjustment programs. In other words, to the extent that they are less likely to borrow from the IMF because of a greater ability to respond to external shocks, this would be reflected in a lower quota. To the contrary, it could be argued that international reserves should be given a higher weight in the quota formula because this variable is a determinant of a country's ability to provide resources to the IMF, which is the traditional view, but it is also a determinant of the need for borrowing because a country that is subjected to terms of trade and other external shocks will also hold higher reserves, ceteris paribus.
B. Aligning Quotas and Basic Votes with Justice as Fairness
It might be argued that Rawls' principles are easier to apply abstractly in a general setting than to specific complex circumstances, such as the IMF governance structure. In particular, we cannot know for sure what quota formulas would be chosen by rational actors in the original position. However, this should not stop us from doing our best to imagine what the outcome of an original position negotiation might be, even while recognizing that reasonable people can disagree. The issue of IMF quota formulas seems particularly complicated, because the political reality is that, if certain principles of democratic equality (one nation one vote or one person one vote) are pressed too far, the countries with strong economic power will simply refuse to be part of the arrangement. Indeed, one could argue that the industrial countries will never agree to any formula that is "fair" in the Rawlsian sense. More generally, as noted earlier, there is a high probability that the industrial countries will not be borrowers, but this does not mean that the IMF should follow the Golden Rule: "whoever has the gold makes the rules." As mentioned earlier in the paper, the IMF is not a mere lending institution; its remit is far broader than what some observers claim to be the case, and this broad mandate is here to stay. Also, developing countries are creditors in the IMF as well, and moreover, they would like to have a larger role as creditors.
Another point that bears emphasis and one that is of particular importance in the original position is the question of how much deviation from pure democratic principles would be acceptable in order to secure participation of all countries. This is analogous to the widespread debate in political/economic/philosophical circles concerning how much economic inequality would be allowable in a society deemed just via Rawlsian principles. Rawls theoretically allowed for such inequality because it is conceivable that the least well off could, nevertheless, have more absolute wealth if the economy allowed for the entrepreneurial incentives that create winners and losers. Of course, stating this theoretically doesn't resolve the debate about how much inequality is acceptable. In effect, liberals and conservatives debate this question endlessly. That said, it is much easier to demonstrate what does not satisfy Rawlsian principles than what does, and that has been a major aim of this paper. The quota formulas and the governance structure prevailing at present in the IMF do not come close to justice as fairness.
We wish to emphasize that we are not trying to downplay what economists would call efficiency criteria (does this contribute toward the furtherance of the IMF's goals, and does it do so at low cost?) because surely these considerations should be given appropriate weights when designing quota formulas and the governance structure. In fact, we have argued that even these efficiency criteria are not always met in the IMF's governance structure, such as the mixed industrial/developing country constituencies in the Executive Board, the special majorities required for certain decisions, and the selection of the management team. With regard to the quota formulas, the efficiency considerations are taken up in the debate on the appropriate variables for measuring a member's ability to contribute to the IMF's financial base (e.g., GDP converted to a common base at market exchange rates versus the alternative PPP-based measure of GDP, openness variables versus international reserve holdings). Put differently, the aim has not been to emphasize equity criteria over efficiency criteria, but rather to point out that Rawls's framework provides important insights for judging competing proposals.
A number of important issues relevant to the revamping of the quota formulas and basic votes have been identified and recognized for quite some time but remain unresolved.
Despite the claims of some who view the IMF as a financial institution, with little or no implications for global governance, the IMF is sui generis, never was and it is impossible to envisage it as being transformed into a narrowly defined monetary institution. For example, the IMF has developed a number of elaborate reporting systems for member countries, including the Financial Sector Stability Assessments (FSSA) to report on the member countries' financial sectors and the Reports on the Observance of Standards and Codes (ROSC) to assess their adherence to certain standards. These reports are important to the IMF's surveillance activities, as are the bi-annual World Economic Outlook (WEO), the Global Financial Stability Report (GFSR), and most importantly, the annual Article IV consultations with members. The surveillance activities take up more than one-quarter of the IMF's administrative budget. Since the IMF produces public goods that are not subject to market discipline or even have a price attached to them, how can it possibly be engaged in mere financial transactions and be narrowly defined as a pure financial institution?
At the risk of repetition, we wish to stress that since quotas serve multiple purposes, the quota formulas have to necessarily balance sometimes competing considerations, and it can be argued that they are overburdened. Moreover, whereas the different roles of quotas provide guidance as to the variables that should enter the quota formulas, it is unfortunately true that several of the traditional variables do not meet the efficiency criteria of being the best proxy for the characteristic that the formulas are trying to capture. In particular, the demand variables that reflect a member's potential need to borrow from the IMF have severe shortcomings. At the same time, there has been an unfortunate tendency to focus on a member's ability to contribute usable resources to the IMF, but as noted earlier, the supply of credit to the IMF is not a market clearing phenomenon. A large number of countries would be more than willing to provide all the resources needed by the institution, and indeed many small groups of developing countries can meet the financing requirements without any difficulty. Therefore, the argument that the use of quotas as a basis for calculating voting power derives from the role of quotas in determining the amount of a member's financial contribution to the IMF is misleading. There is little basis for arguing that many decisions taken by the IMF relate directly to how its financial resources are used, and hence voting power should be linked to members' roles as contributors of financial resources. The more important consideration is that quotas should determine voting power in relation to the IMF's broader responsibilities, including bilateral and multilateral surveillance, as well as capacity building, and the institution would be better equipped to discharge these broader responsibilities if there were to be the active engagement of all its members. The argument that there is a close link between these activities and IMF financing is not very convincing. For example, the point that effective surveillance will reduce the risk that members will demand IMF financial resources is stretching the point quite a bit because that demand depends on many things other than policy slippages.
The selection of variables in the quota formulas is a challenging task but one would expect that they should capture, at a minimum, a member's capacity to contribute financial resources to the IMF and the potential need to use its resources; we set aside for the moment the broader issues that were stressed above, including the Westphalian and democratic principles. Regarding the capacity to contribute financial resources, we have pointed out that GDP converted at market exchange rates should not be viewed as the more relevant measure of a member's ability to contribute resources, because the argument that it reflects the international market value of resources generated by an economy misses the point that there will never be a need to convert nontraded goods and services at market exchange rates to pay for IMF quotas. Quotas are a small fraction of GDP or exports and one cannot imagine an IMF that would be so large that countries will become strapped for cash and have to sell nontradables to pay for their quotas. Therefore, PPP-based GDP is the more relevant indicator for measuring potential contributions to the IMF because the larger the volume of goods and services produced by an economy, the greater its size and role in the world economy. In this respect, since the quota formulas are based on GDP converted at market exchange rates, the supply variable is barking up the wrong tree. It may be worth emphasizing that the two different measures of GDP make a big difference in the calculations of quotas: the share in global totals of advanced economies of GDP converted at market exchange rates is over ¾ th of the global total but declines to about ½ for PPP-based GDP. The situation with the demand variables is worse. The openness variable is based on the argument that relatively more open economies are more vulnerable to external shocks, and therefore will be more likely to use IMF resources. Thus, openness enters the quota formulas through the current receipts and payments (both separately and combined), as well as through the ratio of current receipts to GDP as a multiplicative factor (in three of the five formulas), which means that it plays a major role in the calculated quotas. The biggest irony is that the advanced economies have 70 percent of the share in global totals of current payments and receipts, which means that the bulk of the share in calculated quotas from the demand variable is eaten up by the countries that have not borrowed in decades and are not expected to borrow in the foreseeable future. Variability of current receipts, which is the other demand variable in the quota formulas, is not much better because the advanced economies share is over 60 percent. If these variables are supposedly capturing the demand for IMF resources, then why is it that their correlation with actual use of IMF resources has been on a downward path toward zero when calculated with rolling windows over the last thirty years. The bottom line is that it is high time to look for new demand variables in the quota formulas, and the variables discussed in Table 1 would appear to be prime candidates. In particular, the traditional openness and variability variables in the quota formulas need to be replaced with new variables that have at least some correlation with actual use of IMF resources.
The IMF is a unique organization and one of the most important characteristic of this uniqueness is that its members have invested a part of their individual economic sovereignty into the IMF's surveillance activities. Furthermore, the institution has global economic and financial rule-making powers that are not replicated in any other international organization. In turn, the IMF is charged with the responsibility of crisis prevention and resolution, and the greatest risk to the membership would arise if the IMF were unable to perform as expected. In short, the IMF is sui generis, but unfortunately, it is sometimes not seen as such, and some have advocated a narrowly defined institution, which does some so-called mere financial activities, thereby remaining outside the sphere of global governance. However, the image or conception of the IMF as a purely monetary institution is false and misleading, if for no other reason than simply because that has not been the case in the particular, concrete sense that has been the IMF. In this regard, the dichotomy between the narrow financial institution and the broader institution, with the latter being an important element of global governance through its surveillance and regulatory activities, is particularly troublesome. Rather than posing the problem as a choice between two competing conceptions of the IMF, as proponents of the narrow view do, we should recognize that the IMF that is out there (in the particular, concrete sense of its history and future prospects) has a broad mandate to a greater or lesser degree.
Opponents of this view might respond that it is still worthwhile to draw a distinction between the two views as ideals, and moreover, work towards narrowing that mandate to a pure financial institution. Yet, even as an ideal, this dichotomy is really only a less thoroughly or more lightly defined mandate for the IMF. For how else can an institution that has the mandate to provide conditional liquidity that impacts directly on the formulation and implementation of macroeconomic and structural policies, or has important regulatory and supervisory powers, avoid global governance issues. We are dealing with a continuum, not a dichotomy. Somewhere between the impossibly pure monetary institution and the institution so completely encumbered with a broad mandate that it is unable to engage in core activities lies the properly mandated IMF, which is capable of focusing on the critical work program and delivering its output, without ignoring or disavowing what it owes to the international community in terms of that incalculably precious endowment that member countries have given it, that is, some of their economic sovereignty. Locating the space in which a properly constituted IMF can work is vital to the future effectiveness of the institution, and should be a central concern of all those who advocate good governance, representatives from industrial and developing countries alike. A number of proposals, including those discussed in this paper, have been put on the table, and if IMF officials wish to pursue the medium-term strategy that calls for a more focused IMF, they will need to do more than focus on efficiency gains; they must strive for justice and fairness as well. It should be accepted that the IMF is not just a purely financial institution, and an institution that is not seen as fair cannot prove stable nor can it have the general support to carry out an ambitious mandate. For this and other reasons discussed in the paper, it should be clear that the institutional governance paradigm requires a special approach, and since one is dealing with a unique/complex organization, the paradigm has to be specifically tailored to the circumstances.
V. CONCLUSION
There is no disagreement that a major strength of the IMF is that it is a cooperative institution-bringing together 184 countries with diverse conditions and needs-that has provided some of the most valuable public goods available to the international community, nor is one challenging the account that some efforts have been made to assure members that their voice is heard and that they have an appropriate weight in decision-making. However, these efforts are insufficient and much remains to be done. Legitimate concerns have been raised on the voice and quotas issue in various parts of the developing-country membership and, unless comprehensive solutions are found, it should be clear that the IMF quotas will remain a contested terrain, both within the IMF and in the public domain. Developing countries have long pushed for changes in the IMF's voting structure to better reflect their international economic weight and to give a stronger voice and representation to LICs, arguing that the current system undermines the legitimacy of the institution. There is the concern that unless the matter is addressed, some developing countries, especially in Asia, would start moving away from the IMF's fold.
The Rawlsian approach suggests a more fundamental review of the governance issue than is implied from the state of the discussion in the Executive Board. Some areas of quota and voice reform that require a good deal of further work are either not discussed or presented by the IMF staff in such a way as if the discussions are in the final stages, namely, the selection of variables for a new quota formula-in particular, the possibility of using purchasing power parity rather than market exchange rates to derive GDP receives only a cursory mentionand possible other variables for external volatility and demand for IMF resources are not discussed at all. Suffice it to say that the quota formulas require a major rethink, and it does not make much sense to confine the discussion by imposing unreasonably tight boundaries. There is also the concern that once the current already protracted reform effort is completed without fundamental corrections, some countries will say that now we are done with the reform and we don't have to go back to this subject for several decades. Recall that the utterly flawed Bretton Woods formula has been with us for over six decades.
Justice as fairness is-to use the IMF's own language-a continuous performance criterion that must be observed by all those who would strive for a well-functioning IMF. The method that Rawls developed in A Theory of Justice (1999) and refined in numerous other publications of postulating an original position-a hypothetical situation in which individuals behind a veil of ignorance decide to agree on principles of social cooperation-and the work on overlapping consensus that is discussed in detail in Political Deliberation (1996) provide a framework for overcoming the impasse on the quota formulas. Giving voice to just principles is a sine qua non, and this requires the willingness to pay the costs necessary for their realization, which means reaching an acceptable outcome that will no doubt require tough political decisions by the IMF's major shareholders. As Rawls puts it in the famous last sentence of his first book, "[p]urity of heart, if one could attain it, would be to see clearly and to act with grace and self-command from this point of view." 2/ The calculated quota of a member is the higher of the Bretton Woods calculation and the average of the lowest two of the remaining four calculations.
APPENDIX
